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The effective use of credit and proper application of
credit management develop business volume on a sound basis and
increase sales. The acceptance of credit inevitably carries with
it the possibility of losses and involves an element of risk in
any event. But there would be no science of credit management
if the safety of business transactions on credit were certain.
The place of credit management becomes more important as business
becomes more exacting and more complex.
The extent to which a company should be involved in credit
sales depends on the individual situation in which the company is
operating. It is really a .question to be judged on terms of
individual cases. A thorough understanding of the business environ-
ment and market condition must-be reached before a decision is made.
The principal factors to be taken into consideration in deciding
whether or not to accept credit, in what amount, and on what terms
and conditions, comprise what are commonly referred to in credit
management or profession as the four C's of credit- character,
capacity, capital and conditions. The attitudes of the credit
manager and the top management play an important role in influencing
the credit management practices of a company.
Hong Kong is basically a Chinese society, with Chinese
residents constituting over 98% of her population. Although most
3of the Chinese in business are Westernized, yet they are not as
aggressive in credit management as their Western counterparts
This can be attributed in part to the traditional conservatism of
the Chinese attitude towards credit sales. The other reason is
the general lack of management knowledge and the misconception of
credit management by the local businessmen. This can be seen from
the fact that commercialized credit reporting agencies have not yet
been established in Hong Kong. The unwillingness of-the Chinese
businessmen to make their financial statements available for credit
information purposes also discourages advancement in credit manage-
ment practices.
This thesis is a study of the credit management practices of
the importing companies in Hong Kong. In general, the management of
credit is not unlike the management of any major business function
in so far as fundamental principles are concerned. Successful
management of credit requires scientific planning and organizing and
controlling the manifold activities that fall in its scope. Although
there has been widespread negligence of the functions and the im-
portance of credit management by the importing companies in Hong
Kong, we are not going to suggest any appropriate measures for im-
mediate improvement. Rather, we shall try to-find out how far these
importing companies have gone in credit management, and then base our
recommendations for future improvements on these results.
However, on the whole, we would like to encourage the import-
ing companies as well as the other business organizations in Hong
Kong to be more aggressive in credit management and to experiment
4with the employment of well-qualified credit executives.
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11.0 INTRODUCTION
Credit is used almost universally, not only by all types of
people but in a variety of roles. A major part of credit in our
economy is'that used by business, which is called commercial credit.
Primarily, commercial credit is credit accepted by a supplier, when
selling goods to a buyer for use in manufacturing, processing, or
reselling such goods to a buyer for a profit. It includes credit
accepted from the wholesalers or retailers, but not from the
customers. Most commercial credit transactions are for a short
time. These transactions may be unsecured, partially secured, or
fully secured, but unsecured transactions represent the largest
proportion of all commercial credit.
Commercial credit,-.which is our main concern here, when used
appropriately is a sound approach to business promotion. The
business manager may expand his business by catering the customers
who want to buy their merchandize on credit. With credit, the
business manager can attract a desirable class of trade and offer an
instrument to buy, which constitutes a competitive advantage. For
the business manager, credit performs several functions. It produces
business. It increases the volume of sales, opens markets of new
buyers, facilitates selling, creates satisfied customers, and builds
demand for some products beyond what it would be in the absence of
credit. Adequate performance of these functions requires good credit
management. The business organization that disregards the need for
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good credit management pays a very high price. Its bad debt losses
mount, both in a period of unprecedented prosperity and recession.
Receivables rise steadily to historic heights, not only in quantity
but also in age, and their rate exceeds that of any other asset on
the balance sheet. Eventually,. the business has over-extended
debtors and is vulnerable to commercial bankruptcy.
Today, good knowledge in credit management has become
imperative for the professional credit executives. Although situa-
tions involved in credit management are very complex, the theories
and practices relating to it can be found in most of the literature
of business management. But it is no secret that credit management
in the past was branded with a negative stigma.l The credit execut-
ive of twenty or thirty years ago was considered both within and
outside his own company as the individual who had to be convinced or
persuaded by his customers and sales personnel to say yes. This was
the image seen by customers, business in general, the academic
community and the public. The credit executive's prime function in
the business organization at that time was to collect those deliquent
bills.2 Also, unfortunately, his performance was measured primarily
in terms of bad debt losses.3 However, the credit executive has in
the recent years experienced a change in function. The credit
executive is now in a position to function as a corporate doctor.4
1 Patrick F. Policastro, The New Look in Credit Management,
Credit and Financial Management, June 1972, p. 26.
2 Abid.
5 Abid.
L Irwin J. Jaeger, The Credit Executive as Corporate Doctor,
Credit and Financial Management, November 1973, P• 33•
3In this study, we attempted to find out the general style of
the credit management practices of the importing companies with
respect to credit policy, terms of sale, condition for acceptance of
credit, cash discounts and etc. Obviously, it would not be practical
to generalize from our study a formula or model for good credit
management. Good credit management requires more than a form of
formula.'
1.1 Objective and-Scope of the Study
The problem of casual tolerance or passive acceptance of the
role of the credit management has been too widespread at the'top
management levels of the business organizations in Hong Kong. For
many companies, the credit decisions are made by the sales manager
or the marketing manager. In most instances, the credit personnel
are posted in the sales department, marketing department or account-
ing department and the management of credit and collection function
is.viewed as nonproductive overhead.
The objective of this study is to look at the credit manage-
ment practices of the importing companies in Hong Kong. The main
reason for including only importing companies in our study is that
the importing companies are the major business organizations that
sell to local wholesalers and retailers. The manufacturers, on the
other hand,.sell almost all their products to overseas buyers.
Furthermore, Hong Kong possesses no natural resources and she relies
heavily on imports of raw materials and food products hence. the
1 James M. Peters, "Formula for Successful Credit," Credit
and Financial Management, November 1971, p. 26.
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importing companies play an important role in her economic growth.
In their day-to-day business transactions, commercial credit is used
by almost all the importing companies on the selling ends and by the
wholesalers and retailers on the buying ends.
The attitudes of the importing companies towards credit
management vary from one company to another. However, we hope that
the importing companies in Hong Kong will abandon the traditional
view that credit management is non-productive overhead, but instead,
to recognize the importance of credit management and the major
influence it can exert on the creation and maximization of profit.
1.2 Methodology
Since our interest is on the commercial credit management
practices of the importing companies in general and with special in-
depth study of one company, our investigations were therefore directed
towards all aspects of credit management. A mail survey was the most
appropriate method for our investigations. A questionnaire was'
designed and sent to the companies that were registered as importers
with the Companies Registry of Hong Kong to obtain all the necessary
information. This questionnaire is shown in Appendix I. The response
rate was quite satisfactory. Of the one hundred companies to whom
the questionnaire was sent, twenty-four of them replied.
In addition to the mail questionnaire method, personal
interviews with the executives of the company intended for in-depth-
study were also conducted in order to obtain more information about
the credit management practices of the company, including the
relevant financial data.
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Certain secondary data concerning the import and export
trade of Hong Kong were also collected from the Hong Kong Trade
Statistics, a publication of the Census and Statistics Department,
Government of Hong Kong, to complete our study.
62.0 A GENERAL REVIEW OF HONG KONG ECONOMI
It is our opinion that the management of credit is not as
simple as sell now and collect later. Actually, the process of such
decision to sell now and collect later is very complex. The essence
of credit management is flexibility rather than rigidity. For
example, the setting of credit policies and the relevant decision
making differ in different situations and are based on economic
conditions, business environment, market competitiveness and per-
sonal experience. It is axiomatic that survival in our increasingly
complex business environment is dependent upon one's ability to
change with the times. Thus, an understanding of the following
section will help us to know better the background for the credit
management practices of the' importing companies in Hong Kong.
2.1 The Characteristics of the Hong Kong Economy
"Hong Kong has been developed from a poor, barren land
into a modern industrialized city. The achievements
of the Hong Kong economy deserve the notice of the
word."
Hong Kong possesses virtually no natural resources. Land for
building purposes as well as for farming is scarce. These circum-
stances make it unlikely that Hong Kong will ever be self-supporting.
Furthermore, Hong Kong has a population of over four million that
has to be fed, clothed, housed and educated. But miraculously, Hong
Kong has at present a higher standard of living than any country in
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South East.Asia apart from Japan, and possibly Singapore, and is the
seventeenth largest exporter in the world. The Gross Domestic
Product of Hong Kong in 1974 was forecast at HK$34,066 million, or a
per capita annual income of around HK$8,018.1 In view of these
miracles, let us first of all look at-the economic and trade aspects
of Hong Kong as well as the importance of importing companies before
we come to our main topic-- credit management.
The economy of the past decades
Hong Kong was primarily an enterport port for the China
Trade before the Second World War. When it was occupied by the
British in 1841, it was described as a barren island with hardly a
house upon it.2 Since then, it has become an enterport for trade
with China. There had been some shipbuilding and ship repairing
industries of considerable size. Substantial numbers of small
factories had been opened to meet both the needs of shipping and
local needs. The Japanese*Occupation of Hong Kong during the Second
World War brought local industry to a halt. After the Second World
War, Hong Kong emerged as a modern industrialized city within a
relatively short period. However, most of the industries today are
light industry heavy industry has not so far been established in
Hong Kong, except, for example, for shipbuilding and the generation
of electricity and townoas.
1 The 1975- 1976 Budget: Economic Background (Hong Kong
r.nvarnment Press. Kona). January 1975.
2 Hong Kong 1 971 (Hong Kong Government Press, Hong Kong),
February 1972, p. 224.
8The expansion of the Hong Kong economy
Many factors may account for the expansion of Hong Kong's
economy, but only three may be considered as unique to Hong Kong.
The first is Hong Kong's convenient regional location within an
excellent harbour and good communications, with which Hong Kong is
exposed to the international trends. The impact of this factor on
the economy is that Hong Kong is able to adapt to all degrees of
change.
The second factor is the availability in Hong Kong of a
dextrous, hardworking, and flexible labour force as well as entre-
preneurial businessmen. This labour force comprises mainly Chinese
refugees who came to Hong.Kong during the period 1947- 53. These
refugees were anxious for work. Some of them were skilled industrial
workers and businessmen. There is a common saying that, when the
Communists took over China, the politicians went to Taiwan and the
businessmen went to Hong Kong .l The influx of these refugees,
together with their entrepreneurial skills and capital, led to the
immediate expansion of Hong Kong's industry.
Finally, Hong Kong has been fortunate enough to enjoy cheap
and adequate supplies of food, clothing and other basic raw materials
from Mainland China. In 1974, supplies of food and live animals and
vegetable oils and fats from Mainland China amounted to HK$3,124.8
million, whereas the total imports of foodstuff during the year was
Espy, John L. Hong Kong as an Environment for Industry,
The Chung Chi Journal, The Chinese University of Hong Kong, Vol. X,
Nos. 1 and 2, October, 1971, p. 27. Dr. Espy is now the Associate
Director of The Lingnan Institute of Business Administration, The
Chinese University of Hong Kong.
9
HK$6,327.4 million;1 that is, half of the foodstuffs are supplied by
Mainland China.
The role of the Hong Kong Government
The Hong Kong Government played an important role in the
economic development. Hong Kong is governed by a Governor appointed
by the British Government. The Government is efficient in
administration, maintaining law and order and in establishing the
policies and regulations which profoundly affect Hong Kong's economy.
The policy of the Government is to keep interference with business
activities to an absolute minimum. Besides, the Government also
refrained from entering any activity which could reasonably be
performed by private enterprise. Of major importance in the success
of Hong Kong's economy has been the attitude of the Government towards
the maintenance of Hong Kong as a free port. The Government's free-
port trade policy has encouraged importation. Today import duties
are levied only on alcoholic liquors, tobacco, gasoline and other
petroleum products.
Secondly, Government's attitude towards taxation also
encourage investments. There is no capital gain tax or surtax in
Hong Kong. Corporation tax is by present-day standards almost
ridiculously low. The tax rate on profits was-levied at flat rate of
12 1/2 per cent until 1966, when it was raised to 15 per cent. Even
though it was raised to 16.5 per cent starting from 1974, it is still
very low in comparison with other countries in the world. This
I Hong Kong Trade Statistics (Census Statistics Department,
Hong Kong), 19740
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policy has been maintained by the Government since Hong Kong was made
a colony by the British Government and this has made a very positive
contribution to the development of Hong Kong economy.
Thirdly, the Government has maintained a laissez-faire type of
policy in Hong Kong. The Government's point of view is that the
activities it must undertake should be kept to a minimum. There is
a tendency on the part of the Government to intervene only when the
public interests are being endangered. As a result, there are
virtually no restrictions on trade and foreign exchange. Foreign
.investors are encouraged to invest in Hong Kong and they compete
freely with the local businessmen. Foreign companies establishing in
Hong Kong also find no difficulty in repatriating either their profit
or capital. This policy has continued to attract overseas bankers
and other corporations providing specialized financial services and
technologies who see in Hong Kong an ideal regional centre for
operation in the Pacific Basin Area.
Finally, the Government has adopted a more flexible policy
with regards to industrial land. The Hong Kong Government in 1973
modified its traditional industrial land policy to provide areas of
land for sale on a restricted user basis. These are confined to
industries of an advanced technological character whose operations
are considered beneficial to the development of the economy as a
whole. Thus, the scale and technological base of the industry will
be broadened as a result of Government's decision to allocate land
on favourable terms to selected land-intensive type of industry.
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The economy of the future
The success of Hong Kong's economy is no accident. Hong
Kong's capacity for survival has been tested and proved in many past
vicissitudes. It has endured many crises and faced many pro-
tectionist and discriminatory threats'to its exports. The effect
of the oil supply and the associated price crisis was severe, since
Hong Kong has no local supply or refinery capacity. But Hong Kong'
was fortunate in being able to look to China for an oil supply to
meet an increasing proportion of its future requirements.
Hong Kong has been in the past well-known for its competitive
prices and its wide range of light industrial products despite the
slightly more inferior quality. As Hong Kong has moved out of the
category of low cost labour (though by rich country standards, wage
rates are still quite low), it now faces stiff competition from other
low wage countries as well as high wage countries. In order to meet
the competition, Hong Kong has developed highly technological and
sophisticated industries whose products have been able to withstand
international competition. Further expansion of economy can be
maintained only by continue efforts to diversify the markets and
improve the quality and widen the range of the manufactured products.
As regards to the political future of-Hong Kong, Hong Kong
still has an assured future despite the fact that the lease on the
New Territories and Kowloon expires in 1997. For instance, the
decision of the Government to proceed with the construction of the
Mass Transit Railway, suggests that Hong Kong in itself abounds with
confidence.
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2.2 Hong Kong's Trade
Characteristics of Hong Kong's trade
Hong Kong's trade is mainly based on the export of light
.onsumer goods, which are manufactured locally from materials and
parts that are in the main imported. As in any export-oriented
industrial country, it is the earnings from domestic exports that
measure the growth in trade. The values of imports and exports for
the last twenty years are shown in Table 2.1. There is an
unfavourable visible balance of trade for each year. This adverse
balance was more or less made up by the tourist industry and inflows
of overseas funds. In 1974, the total number of visitors who came
to Hong Kong was 1,295,462. This was 0.3 per cent more than 1973.
The Hong Kong Tourist Association estimated that the total visitor
expenditure including service visitors, amounted to a minimum of
HKS2.850 million.1





























Sources Hong Kong Trade Statistics (Census Statistics Department,
Hong Kong )q 1974.
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Of the value of imports each year, a certain amount was re-
exported. This in fact reflects Hong Kong's value as an outlet for
China-made goods, and in 1974 accounts for 24 per cent of Hong Kong's
total exports., The values of net imports and the correspondent total
imports, re-exports and total exports are shown in Table 2.2 and
Chart 2.1 respectively.
The pattern of sources of Hong Kong's imports has not changed
significantly over the past years. The sources of imports are
determined by proximity, prices, speed of delivery and traditional
trade relationships. Japan continued to be the principal supplier,
followed by China, the United States, the United Kingdom and Taiwan.
Altogether, these five countries supplied 63 per cent of our total
imports in 1974. On the export side, 36 per cent of total exports
went to two markets-- the United States and the United Kingdom. The
United States, which remained the largest market, took 26 per cent by
value. The value of all goods exported to the United Kingdom was 10
per cent of total exports. The Federal Republic of Germany, Hong
Kong's third largest market, purchased 8.5 per cent of Hong Kong's
total exports. The values of imports and exports by countries are
shown in Table 2.3 and Table 2.4 respectively.
There were no significant changes in the commodity pattern of
Hong Kong's imports. Industrial raw materials remained the largest
item of Hong Kong's imports, followed by foodstuffs and consumer
goods. The value of imports by products are shown in Table 2.5.
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TABLE 2.2





















Srnrna! Honor Kong Trade Statistics (Census Statistics Deuartment.
Hong Kong), 1959 1974.
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CHART 2.1
COMPARISON OF TOTAL IMPORTS, RE-EXPORTS











60 62 64 66 68 70 72 74
Sources Hong Kong Trade St at iet ics (Census Statistics
Department, Hong Kong), 1960- 1974.
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TABLE 2.3









1.941.9United Kingdom 1, 715.5
I. 830.2 1,956.0Other courtries
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Source: Hong Kong Trade Statistics (Census Statistics Department,
Hong Kong), 1973- 19749
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TABLE 2.4

























Source: Hong Kong Trade Statistics (Census Statistics Department,
Hong Kong), 1973- 1974*
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TABLE 2.5
VALUES OF IMPORTS BY PRODUCTS
(HK$ Million)
1974Products 1973
$4.914.3 $6,111.4Food live animals
216.0134.2Animal and vegetable oils
and fats




2,101.3Crude materials inedible 2, 360.1
except fuels
2.892.02.204.5Chemicals
2,132.7Mineral fuels lubricants ?90.6
and related materials





Source: Hong Kon Trade Statistics (Census and Statistics Department,
Hong Kong 3, 1973- 1974.
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2.3 The Importance of Imports and
the Importing Companies
Hong Kong's economic growth originated in exporting, because
its manufactured goods command negligible local markets. 'Yet all
the raw materials and fuel oils must be imported for the manufactur-
ing industry. It is virtually impossible that Hong Kong will ever
be self-supporting or able to survive without importation. Of major
importance to the economic growth has been the role played by the
importing companies. The total number of new companies registered
in the year 1974- 1975 are contained in Table 2.6. Of the 4,277
companies registered, 1,553 are Importing/Exporting companies1 which
accounts for 36.3 per cent of the total.
Conclusion
In summary, Hong Kong has no raw materials or other natural
resources. Hong Kong's economy depends on the exportation of
manufactures made from the imported raw materials and almost all her
manufactures are exported. But on the contrary, and with the excep-
tion of foodstuffs that have to be imported anyway, Hong Kong imports
almost all the manufactured goods consumed by her population, and the
function of importation is performed by the importing companies.
In the years to come, Hong Kong can expect difficulties
because of her open economy and complete dependence on overseas
trade. In the overseas markets, she faces the danger of protective
measures. But with her resourceful workforce, managerial and tech-
nical knowhow and spirit of enterprise, Hong Kong can adapt quickly
1 Almost all the companies operating as importers are also
doing exporting business, hence Importing/Exporting companies.
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TABLE 2.6
NUMBER OF NEW COMPANIES REGISTERED IN 1974-75




Advertising P.R. Consultants - 1939
Building Piling Contractors - 1461
1Chemical, Pharmaceutical 53
Dyestuff Manufacturers
Decoration Furniture Makers 23 - 15
+13Engineering, Electrical Mechanical 189
-258Financiers Capitalists 553
132Garment Manufacturers + 3




135 + 26Manufacturers not elsewhere specified
46Metals Hardware - 15
+ 26Mining Companies 36
Provisions Rice Merchants 66 + 18
823Publishers Periodicals
- 12Restaurants Night Clubs 75
+ 1Shipbuilders Repairers 18
- 14Shipping Companies Agents 141
+ 48Textile, Cotton Mills 115
42Timber Paper Merchants - 32
6Transportation 76
- 40Travel Agents 55
-102Others 324
Source: Registrar General's Report 1973-74 1974-75. (Registrar
General's Department, Hong Kong
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to the changing trading climate and, as in the past, overcome her
problems.
In expectation of the continued growth of Hong Kong's
economy, the importing companies also benefit in the expansion of
their business and the growth of credit sales. As business continues
to grow, the management must keep abreast with the progress of new
management techniques, especially in the field of credit management,
so as to raise the standard and thereby remove as much of the risk
as possible.
23
3.0 THE THEORY OF CREDIT MANAGEMENT
3.1 Defining Credit
Credit is a word derived from the Latin Credare which
means to believe or trust. A trust is therefore implied in credit
and it is a mutual trust between the acceptor and offerer of the
credit. A seller's faith in a buyer's willingness and ability to
pay for goods or services within a given time must at least equal
the buyer's faith in the value of the goods or services offered.
Credit is thus a cooperative function between seller and buyer or
between creditor and debtor. Both stand to be ultimately benefited
by their mutual trust. Thus credit may be appropriately described
as the transmittal of economic value now, on faith, in return for
an expected equivalent economic value in the future.'
3.2 The Role of Credit in the Economy
In its economic setting, credit is viewed both as a cause
and as an effect.2 Businessmen have long recognized that credit
is a dynamic, causal factor in the business world. More broadly
conceived, credit has been regarded as stimulating the business, and
therefore a causal factor in the general economy. Economists have
1 Credit Research Foundation, Credit Management Handbook,
Homewood. Illinois, Richard D. Irwin, Inc., 1965, P••
2 Theordore N. Beckman and Ronald S. Foster, Credit and
Collections: Management and Theory, New York, McGraw-Hill Book
Company, Inc. 9 19699 p. 160
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attributed in part to. credit not only the gradual expansion of the
economy, but also some of its cyclical character. Consequently,
the policies adopted to expand or to contract credit have had a
direct bearing'upon the scope and volume of business activity.
Credit is also itself an effect-- an effect of a variety
of circumstances quite independent of credit management itself.
For example, our use of credit is a result of a high level of
moral and financial integrity among our people. It is an outgrowth
of our system of record keeping and communications, of institutions
which are able to provide information upon which credit can be
intelligently based. It is the result of cooperation among business-
men, of our concept of accounting, our philosophy concerning debt,
our savings, and our financial organizations.1
3.3 Credit Management Functions
Credit management Is not undertaken for its own sake. As
a management process, credit is a means of attaining the objectives
of the business organization. Pursuit of the objectives commits
management to the performance of certain functions and to the
assumption of related responsibilities. Basically, like the general
management concepts and theory, credit management is the process of
planning, organizing and controlling activity. Planning entails
formulation of policies, rules, goals and objectives laying out of
procedures and construction of models of performance and appraisal.
Organizing involves the development of work groups and facilities,
1 Theodore N. Beckman and Ronald S. Foster, Credit and
Collections: Management and Theor, New York, McGraw-Hill Book
ComDanv. Inc., 1969, summary of p. 16.
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training of personnel, acquisition of funds, establishment of contacts
with external services and suppliers, and direction and supervision
of activities. Controlling is the relating of performance to plans
and performance standards, determination of corrective action,




Any company that sells on credit has a credit policy, at
least in the sense that individual credit decisions follow some
pattern consistent-with the company's over-all aims and policies.
However, companies vary widely in their objectives. These objectives
may involve sales volume, profit levels and general recognition and
prestige for the company. The credit policy, therefore must be
consistent with the over-all company policy and objectives.
Developing credit polio
Top management is usually responsible for the establishment
of credit policy. More commonly, the credit manager plays an active
role in developing credit policy. Since credit policy concerns the
company as a whole, the heads of other interested departments may
also be consulted. Credit policy is probably most effectively im-
plemented when all those who are directly affected have some voice
in its development. Credit policy may be written or unwritten.
Generally speaking, credit policy is commonly informal and unwritten.
1 Robert Bartels, Credit Management, New York, The Ronald
Press Company, 1967, p. 73•
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It thus has the advantage of being more flexible. Written credit
policy has the advantage that vagueness in the unwritten policy
can be eliminated. A written policy is also more useful as a
source of stability and continuity in the process of credit manage-
ment. A statement of credit policy usually contains the following:
1. The activities of the credit department shall be co-
ordinated with over-all company policy and the activi-
ties of the sales department
2. the credit department is to maintain a positive and
constructive attitude towards customers
3. the credit department is to maintain a cooperative
attitude towards the sales department, and to endeavour
to promote sales rather than retard them
4. to maintain that no customer shall be denied the right
to purchase until every means of dealing with that
customer on a safe and sound basis has been exhausted
5. to maintain maximum number of orders flowing without
interruption through the sales department, but to inter-
cept only when necessary to safeguard credit extension
6. to keep sales department fully informed of the customer
accounts' status
7. to maintain the shortest collection period, and the lowest
possible bad debt losses.
The importance of credit terms
Too liberal credit can cost money through too many
bad debt losses, too cautious credit can cost money
27
in too much loss of sales and profits
Credit terms, also referred to as terms of sales or payment
terms, are concerned solely with the payment aspects of the sales.
When credit forms a part of the sales transaction, the terms of
sale usually state the credit period, the credit. instrument, cash
discount and cash discount period. As a matter of practice, there
is very little unformity in credit terms. Terms vary in different•
trades, even within the same trade. Furthermore, the'same seller
will often offer different terms to different customers. However,
fair terms, adhered to generally in the trade, make for wholesome
practices and, in the long run, benefit the buyer as well as the
seller.
Although several factors came under consideration in the
fixing of terms, this has not often been done on a scientific basis.
Among the factors entering into the situation are the following:
the nature and use of the goods the location of the customer the
circumstances of the customer the purpose of the purchase and
credit standing of the customer.2
As soon as a company decides to accept credit from a customer,
it is important to have complete understanding with the customer
regarding terms of sale in order that the new customer can and does
get off to the start expected by the credit department in payment
of goods. To make sure the customer understands credit is a privilege
1 William P. Bogges, Screen-Test Your Credit Risks, Harvard
Business Review, November-December 1967, p. 113.
2 David E. Golieb, Credit and Collection, New York, Alexander
Hamilton Institute, 1953, p. 110.
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for the buyer-- not an obligation for the seller,1 is a must for
the maintenance of credit terms to be feasible. For 'the credit
manager, the best service he can perform for his company is to
insist upon the maintenance of the credit terms as set forth in
his company policy.
Credit investigates
The success of credit management depends primarily upon
getting the essential credit facts and appraisal of credit risks.
The credit manager may err in drawing his conclusions because of
improper interpretation of credit data and the lack of sufficient
information prior to the credit decision. The credit manager must
develop sources of information on every account his company sells.
Either a new or prospective account is to be investigated, or an
old account is being periodically reviewed, or some special circum-
stance calls for the revision of the account. When a weak, strug-
gling customer suddenly shows signs of overcoming his difficulties
and becoming an acceptable risk, the credit manager must capitalize
on this favourable development and promptly liberalize his company's
credit arrangements with the account. This can help his firm to
maximize sales and profit, while competitors are still unaware of the
opportunity which his company already is exploiting.3
1 Donald S. Richmond, The importance of credit terms,
Credit and Financial Management, August 1971, p. 19.
2 Albert F. Chapin and George E. Hassett, Jr., Credit and
Collection, Principles and Practice, New York, McGraw Hill Book
Company, Inc., 1960, p. 103.
3 Kenneth H. Knox, Gaining New Markets Through Credit Manage-
ment, Credit and Financial Management, October 1974, p. 14.
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There is now a wider application of credit investigation
in the management of credit than just the emphasis on finding out
what characteristics of the customer might yeild dependable clues
as to whether he would pay or default. Extensive effort of credit
investigation has been directed toward classification of customer
into risk categories, so that, before the sale or renewal, the
customer may be screened. Risk category classification requires
that customer characteristics variables be developed for predicting
not just whether a customer will pay or default, but also what amount
of working capital is likely to be invested in him, what is the
probability that he will discount his invoice, what is the average
period his invoice will be outstanding if he does not discount, and
so on.l In many instance, companies that are seemingly good credit
rated and well financed but are also slow payers of business obliga-
tion.- Credit losses that are being experienced on these good
companies are usually greater than on smaller, marginal types of
accounts, because good companies can be slow payers tool 2
Collections
Collections in commercial transactions are an integral part
of credit management. Any good collection policy must get the money.
It has been considered difficult to attain the objectives of credit
management if, by collection, the requirements of retention of good-
will, rehabilitation of the customer, promptness of payment, and
1 John G. Beverly, An Analytical Approach to Trade Credit
Management, Credit and Financial-Management, October 1971, p. 18.
2 J.E. Simms, Good Companies can be slow payers tool
Credit and Financial Managem=, February 1973, P. 22.
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economical operation are considered. The credit policy that has
been established can have an important influence upon the type of
collection policy that is adopted. A credit policy that is liberal
in both credit approach and collection policy is an invitation to
trouble, to be strict in both is to neglect the increasing sales
aspect of credit management. Generally, a liberal credit approach
is followed by a strict collection policy and vice versa. In most
instances, collections are used to follow the slow payers and the
distressed customers. 1 But in recent years, many credit executives
have been spending so much of their time with marginal customers
and past-due accounts that they have forgotten the discount customers.
Although marginal accounts can be made profitable, there is also a
definite need to recognize and compliment the discount customers.2.
In theory, terms once established between buyer and seller
must be respected.3 When the customer begins to think of credit
primarily as a joint business transaction, the collection problems
of the seller tend to become simpler and he will not be as reluctant
to insist upon payment for fear of incurring the ill will of his
customers. On the whole, successful credit management should adopt
the policy that maximizes collections and minimizes loss of future
1 Donald E. Miller and Donald B. Relkin, Improving Credit
Practices l American Management Association, Inc., 1971, p. 143.
2 Allan Glubok, A Second Look at Marginal Accounts,
Credit and Financial Management, May 1970, p. 18.
3 C. William Bruder, 'Selling' Your Collections, Credit
and Financial Management, June 1967, p. 22.
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trade. L
In his decision as to what type of collection policy to
adopt, the, credit manager should recognize there are many factors
which will have an influence on policy determination. The most
influential factors that are generally recognized include customer
classification, capital of the customer, market competitiveness,
type of business and type of goods, profit margin and credit policy
followed. In any event, the credit manager should try to avoid
taking legal action in collections. But very often, the credit manager
fears that to press his customer to pay promptly will threathen
future business from that source. As a result, attempts at debt col-
lecting in the early stages at any rate tend to be revolve around
statements, reminders, pleading stickers and only very much later,
when all seems lost, resort to legal actions.2
3.5 Accounts Receivable
'To date, the academic community has done surprisingly
little work dealing with the management of corporate
receivables. Very few colleges offer courses of
direct applicability for the prospective credit manager.
Very little original research has been done in this
area. In general, colleges and universities have
looked upon the management of corporate receivables
1 Robert H. Cole, Consumer and Commerical Management, Home-
wood, Illinois, Richard D. Irwin,-Inc., 1972, p• 03•
T.R. Hulme, Keeping Credit Under Control, Industrial
Management, April 1975, p• 8.
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as a sterile area. They have given the corporate
credit manager very little in the way of theory and
financial tools to work with.1
Since 1970, academic attention has begun to focus more on
the management of receivables. It was found that many of the prin-
ciples and quantitative tools which were already being used with
quite a bit of success in the management of fixed assets, inventories
and cash could be logically applied to problems in the management of
corporate receivables. Foremost in importance among the advances
is the introduction of the time value of money (discounted cash flow)
concept into the area of receivables management.2 Another advance
that is noteworthy is the introduction of collection experience
by Wilbur G. Lewellen and Robert W. Johnson.3 The concept of collec-
tion experience refers to the rate of account conversion into cash.
It is a useful technique for assessing a company's receivables and
to provide meaningful and reliable information for the credit
manager.
1 Harlan R. Patterson, What the Future Holds for Accounts
Receivable, Credit and Financial Management, December 1970, p. 15.
2 Harlan R. Patterson, New Life in the Management of Cor-
porate Receivables, Credit and Financial Management, February 1970,
p. 15.
3 William G. Levellen and Robert W. Johnson, Better Way to
Monitor Your Accounts Receivable, Harvard Business Review, May-June
1972, p. 102.
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Effect of accounts receivable on cash flow
a summary of Effect of Accounts
Receivable on,Cash Flow) 1
Cash flow analysis is an important tool for financial
management. A vital element of cash flow is accounts
receivable if this changes in any way, cash flow
subsequently changes.2
The general approach to analysing accounts receivable and
the effect on cash flow is to look at the changes in receivable
balances. There are three major factors that are responsible for
a change in receivables, which in turn affect the cash flow:'
1. Volume. The per day volume of business directly affects
the balance of receivables. If volume per day changes,
but the number of days' sales in receivables remain the
same, then the receivable balance will change in direct
relationship to the volume change.
2.. Mix. Mix in receivables is the classification of the
content of receivables by their cash term, for example,
groups of 2%/10, l%/20, net 30 day receivables. A shift
in the mix of business from sales with a 2/10 net 30 term
to net 30 terms would automatically increase the recei-
vable balance, and cause a decrease in the cash flow
posit ion.
1 James R. Demarioribus and John J. Omlor, Effect of Accounts
receivable on Cash Flow, Credit and Financial Management, September
1968, p. 28-29. This article details a method to analyse accounts
receivable and the effects of accounts receivable on cash flow in the
monthly analysis of operat ions and profit forecasting.
2 Ibid.
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3. Performance. Performance in receivables can be measured
by the number of days' sales in receivables after the
mix has been determined. For example, an increase in
the number of days clearly indicates performance or
collection problems and a drain on cash, while conversely,
a decrease in the number of days' sales in receivables
indicates an improvement in collection and increased
cash flow.
Put the accounts receivable to work
For most companies, accounts receivable represent the
largest single asset. You can activate this sleeping
giant by concentrating on fast turnover1
More and more, management is turning inward, looking inside
the company for a source of funds to ease the financial stress
brought on by outside forces. What they find is their own accounts
receivable which generally represent the largest single asset.
These accounts receivable are activated by a concentrated, continuing
effort to turn them over as quickly as possible. Not just the
quality receivables, but all receivables. Although accounts re-
ceivable are a nice asset and look good on the balance sheet but,
until the money comes in, they are just a figure on the balance sheet.
Hence, in the management of receivables, we emphasize on nothing
happens until the sale is paid for, rather than nothing happens
until a sale is made.
1 William H. Bassett, Jr., Putting Your Accounts Receivable
to Work. Credit and Financial Management, may 1975, p. 14.
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3.6 The Credit Department
If you run a good credit department, you already make
a major contribution to your company's profit, a major
contribution to your company's sales efforts and in
many cases a major contribution to your customers'
profitability. You are important to your company,
and your function is absolutely essential1
The importance of credit department has often been under-
rated. It has long been regarded as a cost center. To advance to
the idea that a credit department could be a profit center would
appear to be ludicrous to management in many companies. The mis-
conception may be, to a large extent, attributable to poor credit
management in the past. Especially in times of economic squeeze
when the companies adopt some form of cost reduction, the slow turn-
over caused greater dollars to be invested in the receivables asset.
The credit executive
The credit executive is the creator of profit. 2
The credit executive is not only concerned with financial
matters, he is also directly concerned with the sales problems of a
company. The purpose of any business enterprise is to earn a profit.
Profits are derived from the company's sales,, which in turn involve
.. i +rnnnnt4nnR_ The aim of credit executive is, therefore,
1 G. Lewis Buskhatter, Why Not Turn a Cost Center Into a
Prnfi t Center? Credit and Financial Management, March 1973, P. 37.
2 Donald E. Miller, The Credit Executive, Creator of
Profit, Credit and Financial Management, February 1973, p. 19, 20,
23.
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the same as the objective of his company-- to earn a profit.1 With
this guiding principle directing the credit executive g the impli-
cations of his policies throughout any company can not be overempha-
sized.2 The credit executive will be on the same level with finan-
cial and marketing executives in the near future because specializa-
tion will make it a necessity in today's ever changing business
world.3
The contributions that the professional credit executive is
making today can be summarized as follows:4
1. He keeps bad debt losses at minimum levels consistent
with maintaining sales and profits at the maximum.
2. The professional credit executive makes major contri-
bution to the company's sales volume and profit.
3. The professional credit executive spurs cash flow and
helps the company avoid needless and costly borrowing.
The location of the credit department
In keeping with the times, credit management has undergone
changes in specialization to the point where it may be headed toward
1 D.W. Smith, Credit Goals as Management Tools, Credit and
Financial Management, March 1970, p. 16.
Karl W. Stockinger, What is a Credit Manager Made of?
Credit and Financial Management-, February 1971, p. 18.
c J. Allen Walker, What does a Credit Manager Want From Top
Management? Credit and Financial Management, May 1967, p. 18.
Richard F. Gorsky, Independence Day is Near, Credit and
Financial Managements May 1975,. 34.
4 Donald E. Miller, The Credit Executive, Creator of Profit,
Credit and Financial Management, February 1973, P• 199 20, 23•
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an independent place on the organization chart.1 The size and type
of the credit department is determined by the requirements of the
specific business enterprise. There are some credit departments
that operate on an almost independent basis, particularly in dealing
with the sales department. Credit managers in such a position often
make and administer their own operation as they see fit without any
supervision from top management.
In most companies, the credit function is considered to be
an integral part of the treasury function therefore, most credit
departments are responsible to the company treasurer. They have
mutual interests and responsibilities involved in cash flow forecast-
ing, handling of securities accepted in connection with a customer's
account, depositing funds, and relationships with banks, not to mention
the effect that the administration of credit work can have on the
overall financial position of a company.2 The location of the credit
department in the most widely used line and staff form of organiza-
tion structure is shown in Chart 3.1.
Its relation to sales department
The credit and sales departments sometimes become antagonistic
toward each other. A negative decision by the credit department upon
a hard-earned order vexes the salesman and the sales manager. It is
not surprising to find that in some companies the credit department
is always under the influence of the sales manager. Also in too
1 Richard F. Gorsky, Independence Day is Near, Credit and
Financial Management, May 1975, P. 34.
2 Credit Research Foundation, Credit Management Handbook,
Homewood, Illinois, Richard D. Irwin, Inc., 1965, p• 59.-
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CHART 3.1
LOCATION OF CREDIT DEPARTMENT IN THE LINE AND















Source: Credit Research Foundation, Credit Management Handbook.
Homewood, Illinois: Richard D. Irwin, Inc., 1965, P. 55.
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many others in which the credit department is nominally under the
control of the treasurer, it is actually under- the dominance of the
sales department. Where the credit department is under the control
of sales department, the credit decisions will be biased by outside
influences, the temptation to increase sales. The remedy to recon-
cile the relationship between these two departments is found only
in the full realization of the function of each department and a
complete sympathetic appreciation on the part of each department of
the difficulties under which the other labours)
Appraisal of credit department operations
In almost all companies in which the credit department is
held responsible for the acceptance of credit from customers and
collection of amounts due from them, its effectiveness will be judged
primarily in terms of how well these two functions are performed.
There is no agreement on the best method of judging the effectiveness
of credit operations. Differences in credit policy, company organiza-
tion, and other factors have led credit managers to develop many
different methods of measuring results. Furthermore, the interde-
pendent nature of credit operations also make it very difficult to
measure the operations of a credit department effectively. However,
measures are commonly along the functional lines of the credit de-
partment, i.e., the acceptance of credit, collections and sales
promotion, and public relations, by which the credit department could
1 Albert F. Chapin and George E. Hassett Jr., Credit and
Collection, Principles and Practice, New York, McGraw Hill Book
Company, Inc., 19609 p. 35•
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achieve its objectives of maximization of sales, and minimization
of bad debt losses and cost of carrying an investment in accounts
receivable.' Measurement is also focused on the performance of the
credit department in cost reduction. Cost effectiveness is ex-
pressed as always operating at maximum efficiency-- minimum cost
for the greatest results.2 Four factors are measured in cost
effectiveness:
1. Accounts receivable maintenance costs per asset and
per dollar
2. Credit checking cost per order and per sales dollar
3. Collection cost per past-due collected dollar and per
sales dollar and
4. Total cost per sales dollar of the entire credit and
receivable function.
Conclusion
All credit acceptance involves some risks. A credit manager
who boasts no slow-pays or no deliquent accounts is not a good
credit manager.3 So-called marginal accounts offer opportunities
for additional profitable sales and the good credit manager knows
how to handle these accounts to achieve maximum profit potential.
However, in order to do this, the credit manager must be fully
I Credit Research Foundation, Credit Management Handbook,
Homewood, Illinois, Richard D. Irwin, Inc., 1965, p. 445e
2 John C. Storck, Jr., Cutting Credit Costs, Credit and
Financial Management, September 1971, p. 25.
3 William H. Bassett, Jr., Putting Your Accounts Receivable
To Work, Credit and Financial Management, May 1975, p. 15.
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equipped with the knowledge and experiences in credit management
practices and, most important of all, he must have a knowledgeable and
understanding management to support him.
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4.0 CREDIT MANAGEMENT PRACTICES OF IMPORTING
COMPANIES IN HONG KONG
4.1 General Characteristics of the
Importing Companies
This study was based on sample taken randomly from the
companies registered as importers with the Companies Registry, Hong
Kong. As stated earlier, the most distinguishing characteristic is
that almost all these importing companies are also registered as
exporters. In other words, the importing companies in Hong Kong
are also doing export business. However, an understanding of the
general characteristics of these companies will provide us with some
background information on the credit management practices of Hong
Kong's importing companies.
Adoption of modern management techniques
The most important characteristic of the importing companies
in Hong Kong is that most of them are family businesses this is
generally true for most of the other kinds of business organizations
in Hong Kong. The management styles of these family business
organizations are greatly influenced by Chinese culture. A prominent
Chinese management advocater in Hong Kong once wrote that:l
1 Sik-nin Chau, Family Management in Hong Kong, Hong Kong
Manager, Vol. 6 No. 2, March-April 1970. The Hon. Sir Sik-nin Chau
was first chairman of the Hong Kong Management Association. This'
was a paper presented at the International Industrial Conference
Board in 1969.
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"The people of Hong Kong are Chinese in origin, with a
culture and social structure which have developed over a
5,000-year period. The unity of family has been the most
important of social factors...... Hong Kong has developed
a young plural culture, accepting Western ideology and
life-style within the greater framework of a very ancient
culture, and evolved its own successful brand of management
Decision making was patriarchal and autocratic, control was
centralized and delegation minimal......
The financing of business was but an extension of the family
financial system......
The young executive of today'is, understandably, experiencing
within himself and in his dealings with others a conglomera-
tion of conflicts. He is still strongly tied to the family
unit and recognizes the interdependence of the many branches
of the family, yet he wants personal independence. He has
ideas of the democratic process of consultation but he lives
in a society which is still essentially autocratic and
patriarchal, when the majority are unwilling to take part in
the process of decision making.
The above statements illustrate the management practices of
the Chinese family business organizations in Hong Kong. There are
also other Chinese business organizations and foreign companies whose
management styles are different from the Chinese family business
organizations. According to M.S. Cumming, companies in Hong Kong can
be categorised into four broad areas based on growth potential,
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attitudes of management towards business and usage of modern Western
management techniques.l These four categories are:
1. The small traditional style Chinese business: This is
the largest group in Hong Kong in terms of numbers of
units. It is essentially' the family unit where the head
of the family looks upon the operation of the enterprise
as part of his parental duties. Adoption of modern
management techniques is mostly non-existent. Neverthe-
less, many of these small traditional style business have
grown into substantial enterprises, and, in the current
scene, there is a hastening of change in the pattern of
management in a much greater number of these small
traditional style business than hitherto. This change is
being accelerated by the maturing of the second generation,
the son and daughters of the original entrepreneurs. But
their eagerness for change is not met with immediate
response from the older generation.
2. Progressive Chinese company: This is the happy blending
of ancient Chinese philosophy and culture with Western
management techniques. Although it is essentially family
oriented, it often has elements of professional manage-
ment inasmuch as there are people in the managerial ranks
who are not related to the family in anyway.
1 M.S. Cumming, Experience of the Application of Modern
Management Techniques in Hong Kong, Hong Kong Manager, November-
December 1969, pp. 10-14.
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3. Local-joint venture: In most cases, the joint venture
is a subsidiary of a foreign enterprise. Generally,
Western management practices are distilled into the
operation of the company. But, notwithstanding the
appearance of Westernization, the management*is still
strongly Chinese oriented.
4. Foreign-international company: There are not many Hong.
Kong companies in this category. In this-type of company,
modern Western management techniques are widely practised.
Forms of organization
The most commonly found companies are the private limited
companies. In our study, 92'per cent of the respondents are of this
form of organization, the remaining 8 per cent are of the sole
proprietorship form. All of these respondents have been in the
importing business for over eight years. The oldest of these
companies is 110 years old.
Kinds of goods imported
The kinds of goods imported correspond with the needs of the
Hong Kong economy. Most of the companies import more than one kind
of goods. Eighty-three per cent of the respondents reported the
importation of raw materials and semi-processed goods for manufactur-
ing, while 50 per cent of them reported the importation of foodstuffs
and animal and vegetable oils and fats. The number of companies
engaged in the importation of beverages and tobacco comes third,
which is 33 per cent of the total respondents.
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Importing on credit
As have been mentioned above, a company may import more than
one kind of goods, while it can obtain credit facilities for the
importation of.one kind of goods from the supplier, it has to pay
cash for the importation of other kinds of goods. But in general,
most of the importing companies import their goods on credit. This
can be explained by the fact that these companies have been in
business-for very long periods and they have established very close
.relationship with their overseas suppliers. The terms of credit range
from sixty days to as long as one hundred and eighty days. These
longer terms of credit provide the importing companies with ample
financial.support to sell'on*credit in the local markets.
4.2 Attitudes of the Importing Companies
towards Credit Management
Why sell on credit?
In this study, all the importing companies sell over 65 per
cent of their imported goods-on credit, and 66 per cent of them sell
over 80 per cent of their goods on credit.
The. implication of the analysis on why the respondents sell
on credit is a judgement on whether these companies tend to be
reactive or proactive in credit management. The responses to the
questions asked were analysed as follows:
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Number of companiesReasons to sell
favouring-each reasonon credit
24To meet competition
It is the usual 7
practice of the
trade
To increase sales 3
1Customers asked
for credit
Based on the above analysis, the respondents tend to be
reactive rather than proactive in credit management. The most
important reason for the importing companies to sell on credit was.
to meet competition in order to survive, and in addition, they just
follow the usual practice of the trade. In fact, sales on credit
arise out of mutual needs of the sellers and the buyers. The
progressive companies will tend to be proactive and use every
technique in credit management to increase sales so as to attain
growth. Therefore we can conclude that if the competition were not
so keen in the Hong Kong markets as to threaten survival, most of
the importing companies would not attempt to sell on credit.
Credit management decision making
The quality and effectiveness of the credit operation of an
organization depend largely upon the caliber of the credit management
This responsibility is often attributed to the credit manager.
Decision making is the hard core of credit management. The credit
manager is specially responsible for decisions concerning forms of
credit service to be offered, credit terms, risk acceptability level,
and for standards by which the entire credit operation is judged. In
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other words, he attempts to improve the quality of credit accepted
and to assure amore profitable relationship by minimizing risk on
the one hand and establishing a basis for confidence on the other.l
In 'our ,study, we have found most of the respondents do not
have an independent credit department in their-organizations. Only
33 per cent of them reported that they have an independent credit
department. For those companies that do not have an independent
credit department, their credit personnel are posted in the sales
department or accounting department. Routine decision-making
authority is therefore delegated to the sales manager or the account-
ing head, but the final decisions relating to opening new accounts,
credit limits, etc. are usually made by the manager or the general
manager.
The company that places its credit personnel in the sales
department may imply that the company cannot afford to establish a
credit department. It may also imply that the company in question
is in a highly competitive industry and that its policy is almost
entirely sales oriented, which is actually the case in Hong Kong.
The principal arguments advanced for and against the placing of the
credit department as a part of the sales department can be summarised
ad follows:2
FOR:
1 Robert M. Kepler, Credit Risk and Opportunities, Harvard
Business Review, March-April 1967, p. 83.
2 Robert H. Cole, Consumer and Commercial Credit Management,
Homewood, I1linois Richard D. Irwin, Inc., 1972, p. 445.
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1. Both sales and credit have the same objective--
maximizing sales.
2. The gathering of credit information is facilitated by
having salesmen perform some of the work.
3. Closer cooperation results between sales and credit
personnel.
4. Better opportunity exists for the credit personnel to
build goodwill by keeping alert to weak customers and
new customers, as reported by sales personnel.
5. The processing of sales orders is facilitated.
AGAINST:
1. Sales people are generally too liberal with respect to
credit sales.
2. Overly liberal policies can as easily create ill will
among customers as an overly strict credit policy.
3. Objectivity in'the decision-making process is not free
from subiective influences.
While there are advantages and disadvantages 2or placing the
credit department as a part of sales department, there is also much
to be said for placing it in the accounting department. The
advantage of this type of organization setup is that all pertinent
data on current and inactive accounts is readily accessible. Further-
more, the accounting department in this type of organization setup
also assumes part of the collection function.
To conclude, the desirability of separating the credit
department-from the control of another department is really.a matter
to be judged individually. In the situation where there is strong
50
dominance, shortsightedness and lack of appreciation of credit's
role by the sales executives or the accounting head, it may be
desirable to establish an independent credit department.
4.3 Credit Management Practices
Credit investigation
Companies in Hong Kong sustain approximately HK$50 million
of bad debts per month, partly because of deficient credit
investigation work".1
Credit management is always confronted with uncertainties and
risks. A credit investigation should be conducted in order to gather
the essential facts needed to reduce uncertainty and risk. The
credit investigation should marshal facts of sufficient quantity and
quality bearing on the account so that the credit decision can be
rational and sound. However, credit information alone is not a
sufficient basis upon which to base a credit decision which is
rational and sound only. Of even more importance is the accurate
interpretation of the facts gathered. Accuracy in interpretation
will assure, with a minimum of uncertainty and risk, a profitable
business. Unfortunately, there has been relatively little scientific
progress toward the elimination of uncertainty or risk inherent in
credit transactions. The range of risk for each customer is likely
to have great variations therefore each account or customer must be
1 This statement was given by Frank Ross, Managing Director
of Hongkong Credit Clearance Ltd., a company offering comprehensive
service including credit investigations, financing of debtors and
debt collection. This figure includes bad debts of all kinds of
credit transactions. Mr. Frank Ross' statement was published in
Business Review." South China Mornin Post, January 15, 1976.
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considered as an individual problem of analysis and interpretation.
Generally, credit investigation being done by the importing
companies in Hong Kong is not quite as thorough as it should be.
Very few of these companies are using modern techniques of credit
investigation. Besides the lack of appreciation of the importance
of credit investigation by the importing companies, there are two
major difficulties encountered by credit managers. The first is the
lack'of-credit reporting services in Hong Kong. The services of
credit reporting agencies are practically unknown to most of the
credit executives of the importing companies. Our study revealed
that the banks are used most frequently as sources of credit informa-
tion. The following analysis shows-how frequently the various methods
and sources were used by the importing companies to obtain the needed
credit information:





Other Customers' opinion 9%
8%Other Creditors' opinion
8%Credit Reporting Agencies
The wide use of credit information furnished by banks is
perhaps because it is more easier to obtain, and the banks normally
do not charge the users of the services. However, the credit
information provided by the banks is usually limited. The inter-
pretation of such information also required knowledgeable personnel
who are familiar with the terminology in which a bank expresses itself.
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The second difficulty encountered by the credit manager is
the unwillingness of the customers applying for credit facilities to
supply their financial statements for credit analysis and assessments.
There is a general tendency among businessmen in Hong Kong, especially
the Chinese businessmen, to keep their business affairs confidential,
particularly with regard to financial statements. Although the
accuracy of the figures of the financial statements depends largely
on the individual customer, the financial statements provide informa-
tion on the financial strength of the customer, which is very import-
ant to the credit manager for decision making. Our study revealed
that only 15 per cent of the importing companies can obtain financial
statements from their customers. We conclude that the performance
standards of the importing companies in credit investigation are
inadequate to meet their actual needs, and that their procedures
still need considerable improvement.
Criteria for accepting credit
In credit management practices, we are accustomed to speak of
authorization of credit sales to customers as giving or granting
credit. We are assuming that a quality of credit is bestowed upon
the customers by the sellers. In fact, credit is a quality or
faculty possessed by the customers and that credit or faculty is
recognized by the sellers. It is not a quality bestowed on the
customers it is not "given"; it is not granted. It is a quality
which the sellers recognize and appraise just as we.recognize and
appraise, but do not bestow, the quality of beauty. Therefore, the
customers do not really ask for credit, they offer credit, and it is
accented or reiected by the sellers according to whether or not the
53
credit is appraised as being acceptable. In other words, the sellers
are in fact accepting credit instead of granting credit when they
sell on credit.
The criteria for accepting credit are the degree'of risk on
+hA hAA1R of the fr C' of credit atanasement. as described below:
1. Character: The intensity of the customers' desire to
pay
.2. Capacity: The ability of the customers to hold or become
possessed of funds with which to pay
3. Capital: The extent and form of customers' present
wealth which may be regarded as insuring payment
4. Condition of business: The extent to which the customers
may be aided or hindered by business conditions in con-
verting his wealth into cash before the maturity of the
credit.
The acceptability of a credit offered by a customer aepenas upon zne
fineness of character, the amount of capacity, the quality of capital
and the influence of the prevailing business and economic conditions.
It is particularly true that the effects of the recent recession
caused financial setbacks to both sellers and buyers. The sellers
have had to increase their accounts receivable while the buyers have
built up their unpaid accounts. A good credit risk therefore has
character, capacity and capital in satisfactory proportion and good
business conditions.
Our importing companies in Hong Kong have the following rank-











4Age of the company
2Reputation of the
manager of the company
Obviously, the Hong Kong importing companies are not considering the
reputation of the managers of the company or the character of the
customers seriously. This is contrary to the usual practice-of
credit management to regard character as the most important criterion.
The assumption that to regard character as the most important crite-
rion seems logical, for, first of all, there must be not only willing-
ness to pay, but beyond that, a determination to pay. Therefore, our
importing companies emphasize on can he pay? rather than on will
he pay?" when they consider the accepting of credit.
Credit terms
Credit terms will vary widely between different trades as
well as in the same trade. However, there is a tendency in many
trades toward standardized credit terms. Frequently the standardized
terms are referred to as customary or regular terms of sale.
This trend suggests that the factors influencing the establishment
and adjustment of credit terms similarly affect most sellers and
buyers. When conditioning factors influence the members of a trade
to adopt similar selling policies over time, such policies become
customary or standardized for a trade. For example, the normal credit
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period or the length of time allowed to make payment will be extended
in times of recession. Despite this trend, most companies have
several terms of sale that serve as credit guide posts. Therefore,
our importing companies extend special credit terms to special
customers. The credit period allowed the special customers can be
as long as 180 days.
Cash discounts, the other major variable involved in the
establishment of credit terms, are often offered by the importing
companies. Almost all our importing companies reported that they
found their customers pay more promptly if discounts are allowed.
To the terms of credit, we must add collateral, regarded
as a fifth C in the credit management and one of the variables
involved in the establishment of credit terms, as adopted by the
importing companies. Our study revealed that most of the importing
companies reported that they have over 50 per cent of their accounts
receivable secured by means of post-dated cheques, guarantees and
promissory notes. In short, our importing companies adopt strict
credit terms and tend to play it safe in credit management.
Collection policies and practices
At the root of all acceptance of credit there is the presump-
tion that customers are basically honest, want to pay their debts,
and will do so, if able to do so, when their debts mature. Collection
problem does not arise if the customers pay their debts during the
credit period. But this presumption in no way. precludes the credit
manager from establishing a collection policy. Although not every
debt presents a collection problem, collection policy is nevertheless
reauired to deal with the past due accounts. After all, collections
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are an inevitable concommitant of sound credit management.
The purpose of a collection policy generally is twofold:
Maximization of collections and minimization of loss of future trade.
To serve these, purposes, the collection policy must be set so as to
collect the past due accounts promptly while still retaining the
goodwill of the customers. With regards to promptness in collection,




17%Less than 31 days
50%31- 60 days
25%61- 90 days
8more than 90 days
It must be pointed out that collection period depends on credit terms,
more specifically, the credit period. It also corresponds with the
credit term in the situation when customers pay their debts during
the credit period. But normally, the collection period is longer
than credit period. The normal credit period of 60 days allowed by
our importing companies implies that the normal collection period
would be longer than 60 days. In this study, only 67 per cent of our
importing companies have collection period of 60 days or shorter while
the rest of them have collection period of more than 60 days. But
very frequently, the collection period is made shorter by offering
cash descounts as incentives-for early payment. Over half of our
importing companies reported that their customers pay more promptly
if they are allowed cash descounts.
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As regards to goodwill of the customers, our importing
ompanies are very prudent in their collections. They tend to think
that the relationship with their customers would deteriorate if the
customers were, forced to pay their debts. Almost all our importing
companies are reluctant to impose fines on the past due accounts.
Besides, they also think that to press a customer to pay his debt
promptly will threaten future business from that source. In short,'
our importing companies adopt a liberal collection policy and tend
to be lenient towards their customers on the basis of strict credit
terms.
Conclusion
The Hong Kong importing companies are generally not aware of
the importance of credit management, not to say the adoption of
modern credit management techniques. They follow a strict credit
approach and have a liberal collection policy. As a result, the
total overdue accounts of some of these importing companies are as
high as 40 per cent of their annual credit sales. This means a large
portion of their working capital is tied up in accounts receivable.
The highest bad debt losses is 7 per cent of annual credit sales.
But on the average, bad debt losses only amount to 2.5 per cent of
annual credit sales. Therefore, despite the fact that the importing
companies are not thorough in their credit investigations and adopt
a liberal collection policy, they manage to collect their accounts
receivable in the end.
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5.0 CREDIT MANAGEMENT PRACTICES OF ONE COMPANY:
AN IN-DEPTH. STUDY
5.1 An Overall View of the Company
History of the company
The company has a very snort History. it was estaolisnea in
1972 by a group of four energetic and entrepreneurial businessmen.
The form of organization of the company is the private limited-
company. These four businessmen made themselves the directors and
shareholding owners of the company. During the time when the company
was first established, Hong Kong's stock market was in its golden
time, but Hong Kong's exports had declined drastically. The stock
market boom reached its highest point in March, 1973 when the Hang
Seng Index touched 1,775. Immediately after that, the stock market
began to slide and continued until the Hang Seng Index had reached
150 during December, 1973. Towards the ends of 1972 and early 1973,
economic growth in Hong Kong was sharply reduced. This was due to
the fact that the businessmen directed their money to the stock
market to make quick money. Many of the small and medium size im-
porting/exporting companies became inactive in their import and export
business. In the last six months of 1973 Hong Kong's exports rose
again, having recovered from the decline which accompanied the stock
market boom in the previous winter and spring. But in 1974 and 75
were seen the energy crisis and the world-wide economic recession.
The importing/exporting companies were among the most hard-hit
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victims of the recession. There were serious bankruptcies and
financial dis asters in the wake of the recession in Hong Kong.
During the peak of the economic difficulties, many of the Hong Kong
importing/exporting companies were forced to close down.
The company has endured these many difficulties since its
establishment and managed to survive in'the Darwinistic competitive
environment.
Organization and management of the company
The organizational structure of the company is basically
centralized. It is shown in Chart 5.1. The organizational structure
of the company is representative of the importing companies in Hong
Kong, the variation being the placing of the credit section in the
accounting department or in the marketing department. The sales
department in the company performs part of the credit management
function of credit investigation and collection. The sales manager
supervises the day-to-day activities of both the sales personnel and
the credit personnel, but has no authority in decision making re-
garding the acceptance of credit from new customers.
The top management consists of the managing director and
the general manager, who are the two directors of the company. They
together are the final decision makers, formulators and controllers
of the company.
Business of the company
The company, like most of the.other importing companies in
Hong Kong, is an importer as well as an exporter. It was established
primarily with the'aim to act as a purchasing agent for an overseas
importer. Later it acquired the agency right from an overseas
60
CHART 5.1









manufacturer to sell its vegetable edible oil products in Hong Kong.
These vegetable oil products were sold in Hong Kong through the
wholesalers to the retailers and consumers. The company sells to
the wholesalers on credit and the wholesalers in turn may sell to
the retailers and consumers for cash, but most generally, on credit.
Therefore, the business of the company is virtually of a trading
nature.
Financing the company
Financing is very important to the company for its import
..business. It requires working capital in the form of cash to finance
its imports from the overseas manufacturer. It pays for its imports
in cash while it sells on credit. If the average monthly sales volume
of the vegetable oil products is HK$250,000, it therefore has
HK$500,000 of its funds tied up in accounts receivable when its
credit period is 60 days. Besides, the company also keeps an inven-
tory of two months' sales, which means an inventory value of HK$500,000.
Altogether, the company has HK$1,000,000 of its funds tied up in
accounts receivable and inventory. The company must also finance its
exports but the funds required are much smaller.
The company finances its operations primarily through its
own funds. The paid up capital of the company is HK$1,000,000. It
also acquires a line of credit and import and export facilities from
a large local bank to finance its operations. In short, the financing
of the company is basically sound.
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5.2 Credit Management Practices of the Company
Credit policy
The credit policy of the company was not Cully aevelopea.
The objective'of the company was to effect maximum sales with
minimum losses. Like the other importing companies, the management
of the company adopts a policy of strict credit and liberal collect-
ion. The responsibility for policy formulation lies altogether with
top management, without the heads of sales department or the credit
personnel playing an active role. The policy was not presented in
a complete written statement, but was nevertheless communicated to
the sales department which performs part of the credit management
functions. The credit policy was spelled out as a general guide
for decision-making by the credit personnel and the top management.
Lines of authority and responsibility were clearly defined to insure
the effective performance of the delegated credit functions. The
routine activities, decision making processes, collection phases of
the operation, and supplemental service to customers were also pro-
vided. Authority relating to routine decision-making with old
customers was delegated to the credit personnel while the authority
of decision-making regarding acceptance of credit from a new cus-
tomer rests with the general manager. The credit personnel was,
however, instructed by a written statement as to routine decision
makings. For example, the credit personnel should stop the supply
of goods to any customer whose cheque. bounces. Although the credit
personnel was posted in the sales department, they were directly
under the supervision of the general manager regarding to all matterE
of decision-making. The credit personnel and the sales personnel
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maintain a cooperative attituae.towara eacn otner ana enueavour to
promote sales rather than retard them. The credit personnel were
also instructed to keep sales personnel fully informed regarding
the status of a customer's account, especially when that customer
becomes a slow payer or encounters difficulties.
The advantage of placing the credit.section in the sales
department of this company is to cut the overhead costs. In addition,
under the supervision of the sales manager, the credit personnel will
try to expedite the processing of orders to permit the maximum number
of orders to flow without delay, and to provide for interception
only when necessary as a means of safeguarding credit extensions.
In this way, the policy of the company not only permits the maximum
of profitable sales but also helps to build a broad and durable
customer relationship.
Credit investigation
The credit personnel was primarily responsible for credit
investigations. Sales personnel's advice and direct help were
sought in most of the cases. As soon as they are informed by the
sales personnel that a particular customer wants to purchase on
credit, the credit personnel begin the credit investigation work
immediately. The credit investigation focuses totally on the non-
financial factors of the customers. Financial credit standings of
the customers were obtained from the banks. In order to obtain the
other aspects of credit information, the credit personnel first
check with the government business registration department to find
out the history of the customer, his paid up capital, the names of
the directors, etc. They then proceed to interview the customer to
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find out his business activities, his requirements, etc. Other
customers' opinions are always sought to implement the credit
investigation work. All the information obtained is passed to the
general manager for his final decision. But the company has never
made use of the services provided by the credit reporting agencies.
The top management of the company was of the opinion that it would
cost them to use the services of the credit reporting agencies. Most
important of all, the top management believes that the information
provided by the credit reporting agencies will not in any way be
more accurate.
Internal checking and review of the accounts were also the
responsibility of the credit personnel. These were done partly by
checking the regularity of orders and payment records of the cus-
tomers. The credit personnel also visit the customers' place of
business to observe the business status of the customers. Records
of the customers were updated regularly and brought to the attention
of the general. manager.
It should be pointed out that the credit personnel of the
company revealed that they had never requested financial statements
from their customers, nor were they instructed by their superiors
to do so. They thought that this would embarrass the customers and
scare them away.
Credit terms
Credit terms of the company for new customers are generally
very strict. All new customers of the company were required to
provide collaterals. The collaterals are generally in the form of
guarantees given by the owners of the sole proprietor or by third
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parties if the customers are trading in the form of iimitea companies.
Quite often, the new customers offered post-dated checks as collateral
for the purchases on credit.
The company gives special terms to its good ranking customers
by relaxing the credit limits, but contracting the credit limits of
the marginal accounts. It was therefore noted that.the credit terms
for different customers varied.
Credit collections
The credit personnel has all collection responsibility with
the assistance from the sales personnel in an advisory capacity.
The company seldom faces very large or very difficult collection
problems. Whenever a collection problem does arise, it is usually
because the customers have their problems in cash flow, that is,
their funds are tied up in accounts receivable, a phenomenon which
is commonly seen-in Hong Kong. In such situations, the company
usually extends the credit period to the distressed customers.
The collection procedures of the company are quite simple.
Telephone calls to customers are the first step to collect the past
due accounts. If unsuccessful, a collector, normally the credit
personnel, will call the customers personally to do the collection.
In principle, the company avoids resorting to legal action unless the
financial situation of the distressed customers really warrants
such action. Only once in the history of the company has the company
requested an issue of writ of fieri facias against a customer who
was on the brink of bankruptcy. The company finally recovered only
a portion of the debt.
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Conclusion
The company operates well under an unwritten policy. It
tends to emphasize on personal credit investigations and. collections.
While it is more expensive and time-consuming to conduct personal
interviews, there is no better source of information about the
operation and financial condition of a business than the owners or
principals of the business itself. But the effectiveness may well
be improved by the more economical correspondence. The most economi-
cal and convenient means of establishing contact with a new customer
may well be a friendly letter which requests information in addition
to acknowledging the order. It is equally important that the company
should resort to financial statements as a source of credit informat-
ion about its customers.
The credit management practices of the company could still
be improved by employing trained credit personnel. The credit per-
sonnel of the company may be influenced by the sales personnel. The
information supplied by the sales personnel were often unnecessarily
exaggerated. This is often the main cause of credit loss. Only the
trained credit personnel can verify the reliability of the informat-
ion. They are also able to distinguish sufficient information from
insufficient information. The employment of trained credit person-
nel is also justified by the fact that the decision to take actions
for non-payment will be much more in time by the trained staffs.
In this way, the general manager of the company would be relieved
of much of the responsibility in credit management so that he could
devote more of his time to business planning.
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6.0 RECOMMENDATIONS FOR IMPROVEMENT
6.1 Improve Credit Investigations
Reauirement for sufficient information
Credit investigations by the Hong Kong importing companies.
are generally not very thorough. The only method they use in
acquiring credit information is direct investigation.) Although
direct investigation is the best method of acquiring credit informa-
tion because it involves direct contacts with the customers and the
institutions who may have some particular type of useful credit
information, yet the information acquired by the importing companies
is neither thorough nor sufficient. For example the Hong Kong
importing companies rely on their salesmen to acquire the credit
information. It is true that salesmen are frequently in an excellent
position to furnish the credit department with valuable information
pertaining to their customers. Few salesmen, however, are suited to
be good credit reporters because their interests, experiences, and
temperaments usually are not conditioned toward this aim. It is
apparent that much of the information. furnished by salesmen is in the
nature of opinions and is therefore not sufficient. Three of the
nrinciDal reasons for lack of sufficient information are listed below:
1 The term direct investigation is applicable when a credi-
tor is directly involved in gathering basic facts from any noncom-
merialized sources of information. See Robert H. Cole, Consumer and
Commercial Credit Management, Homewood, Illinois, Richard D. Irwin,
Inc.. 1972. P. 465,
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1. Failure to request sufficient information from the
customers
2. Failure to properly review customers' applications and
to. request sufficient information from the sources listed
3. Failure of the customers to furnish credit information
requested.
It is therefore recommended that considerable efforts should
be placed on acquiring sufficient information.
Use of financial statements
Hong Kong importing companies seldom use iinanciai stiatemenzt
as a source of credit information despite the fact that financial
statements are the most convenient and important source of credit
information. Accounting data in the form of financial statements are
probably the most useful-source of information about a customer. One
of the most valuable contributions of the financial statements is in
showing with considerable clarity the probable ability of the
prospective debtor to discharge his obligations at the maturity. It
helps the credit manager to determine whether a customer has
sufficient realizable assets in his business'to meet his obligations
at maturity, assuming he is willing to do so.
In Hong Kong, the reason for not using financial statements
as a source of information is because the customers are reluctant to
furnish their creditors with their financial statements. This
reluctance may be explained in part by the fact that credit between
the importing companies and their customers was based upon confidence
engendered by personal acquaintances. Therefore the use of credit
always precedes the use of financial statements, or indeed, any
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records at all. Furthermore, the customers refused to furnish the
financial statements for the reason that they are obtaining all the
credit they need and, therefore, do not have to submit a statement.
The customers also believe in maintaining complete secrecy concerning
their business affairs this is the most important reason that pre-
vents the Hong Kong importing companies from insisting upon the
submission of financial statements by their customers.
Without full information disclosed from the financial state-
ments, the Hong Kong importing companies are actually accepting
credit from their customers in blind faith. Although resistance
frequently will be encountered in the attempt to solicit financial
statements, the importing companies must try to overcome such
resistance by persuasion and convincing reasons for submission of
the financial statements.
Use of credit reporting agencies
Most Hong Kong importing companies do not make use of the
credit reporting agencies as a source of information despite the fact
that the credit reporting agencies supply the most professional credit
information. The information supplied by the credit reporting
agencies will suit the needs of the special requirements of the
importing companies. For example, information which can be secured
from other readily available sources, when properly analysed, may
serve to point up the areas which should be further explored, and the
credit reporting agencies may be able to supply the required informa-
tion to serve that purpose.
There are very few such commercialized credit reporting
agencies in Hong Kong, and perhaps this is the reason why Hong Kong
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businessmen do not make use of their services. However, the Hong
Kong importing companies should be encouraged to use the credit
renortinp acencies as a source of information.
6.2 Employment of Professional Credit Personnel
Credit management is seldom heard of in the Hong Kong
commercial sectors, especially among the importing companies, not to
mention the employment of trained and qualified credit personnel by
the importing companies. The credit executives of the Hong Kong
importing companies were not trained in credit management field, nor
were they trained by their employers.
The importance of the employment of professional credit
personnel cannot be overemphasized. A professional credit executive
not only can interpret credit information accurately but also can
recognise the problems of the customers.
6.3 Timing the Credit Decision
The Hong Kong importing companies are very slow in reacting
to customers' payment performance. If maximum results are to be
realised from any course of credit or collection action, the credit
manager must not only arrive at the most feasible decision, but he
must also develop an innate sense of timing in carrying it out.
Nothing will transform a bad decision into a good one, but even the
best possible program can be negated if it is set into motion at an
inopportune moment 1
1 Robert Bartels, Credit Management, The Ronald Press Company,
1967, p. 176.
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The most prevalent practice which plaguea the importing
companies was their failure to take proper actions against distressed
customers at the opportune moment. They contended that to press a
customer to pay would threaten the business from that source. But
they have not realized that it would cost them dearly in bad debts
if the customer lets his business continue its slide into financial
oblivion-- bankruptcy or some other form of insolvency.
Therefore, in order to improve their credit management
practices, the importing companies must place more emphasis on the
timing of credit decisions. Following are four illustrative but by
no means exhaustive examples which the importing companies should
have taken actions but have procrastinated:
1. Placing an account for collection with an agency it the
customer is favouring other creditors and there is
convincing evidence of potential insolvency, and if the
accounts clearly lacks the capacity to become a desirable
profitable account
2. Granting temporary extension to distressed debtors if it
appears to be mutually advantageous
3. Stopping automatic supply of goods if the payment slows
down overnight and if there is an abrupt change in the
management personnel of the customer
4. Withdrawing a line of credit or the credit limit if the
financial data disclose a continuation of moderate
operating losses.
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6.4 Increase the Profitability of Marginal Accounts
The Hong Kong importing. companies appear to discourage sales
to other than unquestionable sound customers. They do not seem to
have the potential to cultivate the marginal accounts for the creation
of profit through increased sales nor are they able to seek out
methods of overcoming the unfavourable performance of the marginal
accounts. In fact, a marginal account, when properly cultivated,
will turn out to be a good and profitable account. A-good credit
manager will help improve the management practices of their customers
to create adequate liquid funds with which to pay invoices as they
mature. It has been found that not all of the blame for slowness in
payment can be attached to dereliction on the part of the customers.
It can stem instead from a combination of customer payment indiffer-
ence joined with a permissive attitude on the part of the creditors.
Therefore, a marginal account sometimes stems from the internal
deficiencies of the creditors and not from customer's financial
inadequacy.
We recommend that in order to create more profit through
credit sales, the importing companies must not neglect the marginal
accounts. The following recommendations should be useful in
cultivating the marginal accounts:
1. Counselling the customers in order to neip znem Lo
surmount their own internal problems. This is probably
the most creative and most professional contribution to
the mutual benefits of the creditors and customers. The
purpose of this counselling is to transform the laggard
or unprofitable account into a revenue producer
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2. Educating the marginal account to get him to satisfy the
creditors' needs with respect to payment performance.
Good companies can become marginal accounts, if they are
not educated by the creditors and many of them would
become totally unacceptable. Therefore, it is very
important to alter the thinking and the actions of the
slow-paying customers
3. Imposing a service charge against the unpaid customer
balances which have reached or exceeded a prescribed
period of delinquency. The purpose is to speed up pay-
ments in order to limit the ever-mounting past due
balances
4. Pricing the goods adequately to compensate for the credit
risk involved in selling to marginal accounts. This
requires sales profitability studies of each individual
account to determine the potential rewards for the
cultivation of every customer.
6.5 Measuring the Credit Operation
To facilitate improvement, the operation of the credit
management function must be measured. It has been contended that
credit management functions are so intangible. that no adequate
quantitative or qualitative measurement can be assessed. But the
credit management should become more and more conscious of the need
to measure his own operations so as to achieve improvement. Such
improvement will benefit the creditors and the customers. A
periodic measurement of the operations of credit management should be
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unclertaKen as a guide to suture operations. Lnis measurement can ne
focused on the following areas:
1. Acceptance of credit. This can be measured by the number
of,credit applications which have been refused for
credit reasons during a specified period and the types
of accounts accepted categorised by the degree of risk
2. Collection of accounts. This can be measured by the
volume of accounts which should have been collected but
were not collected on schedule
3. Cost of the credit department. This is the measure of
the credit department's own operating expenses. The cost
figures may be related to the volume of accounts as a
basis for measurement against previous year
4. Use of ratios. The periodic calculation of ratios,
percentages and other figures,is necessary to measure
credit and collection results.
To summarise, measurement of the operations of the credit
management not only provides the room for improvement, it also serves
to forecast future trends in credit sales volume, collections and
other aspects of credit management.
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7.0 IMPLEMENTATION OF RECOMMENDATIONS
7.1 A Need for Change of Attitudes
Towards Credit Management
As mentioned earlier, Hong Kong's importing companies have a
negative attitude-towards credit management. Most of-the top manage-
ment people in the importing companies are still conservative with
regard to adoption of modern management techniques. In order that
our recommendations can be implemented, the top management of the
importing companies must cast away their old thinking that the credit
management function is to collect those delinquent bills, and that
credit management is simply a watchdog for guarding receivables once
they have come to exist.
Today, the concern'of management is very much focused on
accounts receivable. The influence on the change in credit manage-
ment comes from the-top management. Changes may be slow in the
traditional style Chinese business firms it is much faster in the
foreign/local Joint ventures. While it is hardly possible to expect
any change from the older generation of the importing companies
which are of the traditional sytle Chinese category, the second
generation will certainly have different attitudes and experience
with the application of modern management techniques. As the sons
and daughters of the older generation of the importing companies
acquire business administration education overseas, a change in the
credit management of.the importing companies as well as the other
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business organizations is expected to be significant.
7.2 A Need for Training and Education
in Credit Management
The recommendations for improvement could only be implemented
by the people who practise in the capacity of professional credit
executives. They must be well trained in the credit management
field and equipped with the required knowledge and technology. The
horizons of the credit executive are widening, and constant training
is essential to permit proper handling of increased responsibilities.
But if we look at the Hong Kong educational institutions or the
training programs offered by the management training institutions,
we can hardly find any credit management courses being offered. The
needs for training of credit executives have generally been neglected
by the commercial sectors as well as by the educational sectors.
While there are conferences on the marketing and sales areas, similar
conferences among the credit executives are lacking.
Formal education and training in the field of credit manage-
ment is necessary to promote and encourage the application of modern
credit management techniques. Among the. educational institutions in
Hong Kong, The Lingnan Institute of Business Administration of The
Chinese University of Hong Kong, which offers a two-year M.B.A. post-
graduate courses has the facilities and the expertise to offer a
credit management course. Besides, the Hong Kong Management Associ-
ation could also offer ad hoc courses in credit management. The
business community will be expected to react favourably towards the
training courses and the well trained personnel.
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APPENDIX
The Lingnan Institute of Business Administration
The Chinese University of Hong Kong
STRICTLY CONFIDENTIAL- You need not identify your company
or yourself
A Survey of The Credit Management Practices
of Importing Companies in Hong Kong
within-the box e.g.Please use a tick





Q.2 How long has your company been establisneai
years
Q.3 What categories of goods do you import ana sell locally zo
wholesalers and/or retailers on credit? You may have more
than one answer.
Foodstuffs, including animal and vegetable oils and fats
Beverages and tobacco'
Clothing
Electronical appliances and cooking utensils
Others
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Q.4 Do you import these goods on credit? If your answer. is YES,
please state the terms of credit.
Terms of creditYes
No
Q.5 Wh do you sell on credit? Ycu may have more than one answer.
To meet competition
To increase sales
RP_rAsp it is the usual practice of the trade
Because customers ask for credit
Q.6 Do you have a credit department or credit section in your
company?
Yes
No Go to Q.7B
Q.7A Is your credit department or credit section an independent






Now go to Q.8
Q.7B Who is directly in charge of credit management? Please state
the position or title of the person.








Q.9 The following factors are often considered before granting
credit to a customer, which of these factors do you
consider to be the most important?
The form of organization of the company
Reputation of the managers of the company
Financial strength of,- the company
Past payment records of the company
Age of the company
Q.10 How do you obtain information about the credit standing of







Q.ll Can you obtain Profit Loss Accounts and Balance Sheets
from Your customers?
Profit Loss Accounts and Balance Sheets
Only Profit Loss Accounts
Only Balance Sheets
Neither Profit Loss Accounts or Balance Sheets
Q.12 What percentage of your accounts receivable are secured?
(e.g., by means of promissory notes, guarantees etc.)
Q.13 What are the normal terms which you extend to your customers?
(e.g., 2%/l0 net 30 days)
Q.14 Do you extend special terms of credit to special customers?
Yes Comments, if any:
NO
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365 DaysAverage Collection Period
Annual Credit Sales
Q.16 Do you impose fines on late payers?
Comments, if any:Yes
No
Q.17 Do you think that to press a customer to pay his debt promptly
will threaten future business from that source?
Comments, if any:Yes
No
Q.18 Do you limit the credit amounts to all your customers?
Comments, if any:Yes
No




Q.20. Please answer the following questions in percentage only:
Annual Credit Sales
100%a. Annual Total Sales
Total Overdue Accounts to date
100b. Annual Ureait bales
Annual Debt Losses
100%C. Annual Credit Sales
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1　 　 　 　 香 港 入 口 商 行 的 信 貸 管 理 │ │ 一 間 公 司 的
　 　 　 　 深 入 研 究
　 　 信 貸 的 有 效 應 用 能 增 加 公 司 的 營 業 額 及 銷 售 量 ， 它 的
應 用 亦 同 時 會 帶 來 損 失 及 風 險 。 如 果 需 要 利 用 信 貸 的 商 業
交 易 毫 無 風 險 的 話 ， 則 信 貸 管 理 的 科 學 便 不 會 在 今 天 的 企
業 管 理 上 佔 有 一 席 地 位 。 相 反 地 ， 在 商 業 愈 趨 複 雜 及 要 求
高 度 管 理 技 術 的 今 日 ， 信 貸 管 理 的 重 要 性 愈 益 明 顯 。
　 　 本 論 文 是 研 究 香 港 人 口 商 行 的 信 貸 管 理 ， 主 要 是 研 究
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理 與 其 他 管 理 功 能 在 工 商 管 理 基 本 原 則 上 沒 有 多 大 的 分 別
2。 成 功 的 信 貸 管 理 而 要 科 學 的 策 略 ， 組 織 及 控 制 一 切 有 關
信 貸 的 活 動 。 在 我 們 的 經 濟 及 商 業 社 會 裡 ， 商 業 性 的 信 貸
佔 了 所 有 信 貸 的 絕 大 部 份 。 它 的 主 要 特 點 是 買 貨 人 利 用 他
的 信 譽 向 售 貨 人 購 買 以 便 製 造 ， 加 工 及 轉 售 給 他 人 而 從 中
牟 利 ， 這 樣 的 售 貨 包 括 零 售 商 行 或 批 發 商 行 ， 而 不 包 括 最
後 用 户 。 本 論 文 的 研 究 對 象 只 限 於 入 口 商 行 ， 主 要 原 因 是
因 為 入 口 商 業 是 香 港 利 用 信 貸 的 主 要 商 業 機 構 。 雖 然 香 港
的 經 濟 命 脈 主 要 依 靠 製 造 □ 行 ， 但 是 香 港 的 製 成 品 絕 大 多
數 是 進 口 外 售 ， 本 港 需 要 的 製 造 原 料 及 商 品 反 而 要 由 外 地
輸 入 ， 這 上 入 口 的 工 作 全 部 由 入 口 商 行 承 擔 。 因 此 ， 入 口
3商 行 在 香 港 經 濟 發 展 上 扮 演 一 個 很 重 要 的 角 色 ， 而 這 些 入
口 商 行 在 購 買 或 售 貨 方 面 皆 利 用 信 貸 ， 因 此 信 貸 管 理 對 這
些 入 口 商 行 的 經 營 非 常 重 要 ， 其 重 要 性 亦 間 接 影 響 香 港 經
濟 的 發 展 。
　 　 由 於 本 論 文 是 對 香 港 入 口 商 行 的 商 業 性 信 貸 管 理 作 一
普 遍 性 的 研 究 並 對 一 間 公 司 作 深 入 的 研 究 ， 因 此 凡 有 關 於
商 業 性 信 貸 的 各 方 面 皆 作 一 探 討 。 所 採 用 的 研 究 方 法 主 要
是 郵 寄 問 卷 法 ， 其 次 是 訪 問 一 間 公 司 作 比 較 深 入 的 探 討 及
收 集 研 究 的 資 料 。 有 關 香 港 出 入 口 貿 易 的 統 計 資 料 則 由 香
港 政 府 貿 易 統 計 處 獲 得 ， 所 研 究 的 對 象 ， 即 入 口 商 行 ， 則
1由 花 香 港 政 府 公 司 註 冊 登 記 為 入 口 商 行 的 商 家 中 ， 抽 取 樣
本 來 研 究 ， 並 寄 發 問 卷 。
　 　 香 港 入 口 商 行 的 特 點 是 絕 大 多 數 同 時 又 是 出 口 商 行 ，
因 此 常 有 出 入 口 商 行 之 稱 。 除 了 數 間 外 資 及 已 經 企 業 化 的
入 口 商 行 之 外 ， 香 港 入 口 商 行 多 數 還 是 家 庭 式 經 營 的 。 它
們 的 管 理 方 式 仍 舊 受 到 中 國 文 化 影 響 而 未 能 接 受 現 代 的 ，
管 理 技 術 ， 更 遑 論 現 代 信 貸 管 理 技 術 的 應 用 。 另 一 方 面 ，
香 港 入 口 商 行 多 數 以 有 限 公 司 形 式 經 營 ， 除 了 所 有 入 口 商
行 的 九 成 ， 這 些 入 口 商 行 □ □ 是 輸 入 裝 進 原 料 及 半 製 成 品
作 為 製 造 或 加 工 之 用 ， 其 次 是 食 品 ， 佔 了 所 有 入 口 商 行 的
5一 半 。 由 於 一 間 入 口 商 行 同 時 入 口 多 種 貨 物 ， 這 些 入 口 商
行 可 以 得 到 其 中 某 些 貨 物 出 口 商 的 信 用 而 給 予 信 貸 ， 信 貸
日 期 可 長 達 六 十 天 或 甚 至 八 十 天 ， 但 是 這 些 入 口 商 行 未 必
可 以 得 到 全 部 貨 物 出 口 商 的 信 任 而 獲 得 信 貸 。 雖 然 如 此 ，
這 些 入 口 商 行 已 經 獲 得 部 份 無 形 的 財 政 援 助 ， 可 以 在 香 港
市 場 上 以 同 樣 的 商 業 信 貸 給 批 發 商 行 及 零 售 商 行 。 至 於 這
些 入 口 商 行 為 甚 麼 要 佞 信 貸 方 法 售 貨 ， 所 有 入 口 商 行 皆 認
為 是 要 與 其 他 商 行 競 爭 及 爭 取 客 戶 。 而 利 用 信 貸 以 供 客 戶
的 需 求 藉 以 增 加 銷 售 量 及 營 運 額 ， 則 反 而 不 是 主 要 的 理 由 。 須 知 信 貸 售 貨 並 非 是 單 方 面 而 是 基 於 雙 方 面 的 需 求 。 一
6問 管 理 先 進 的 入 口 商 行 必 須 會 顧 及 客 戶 及 基 本 的 需 求 而
珍 予 信 貸 . 如 果 只 是 為 了 爭 取 客 戶 而 盈 給 予 信 貸 , 則 其 損
失 的 後 果 特 不 堪 設 想 . 因 此 香 港 的 入 口 商 行 主 要 是 被 動 而
非 主 舫 . 如 果 香 港 市 場 沒 有 競 爭 的 存 在 , 這 些 入 口 商 行 便
不 會 以 信 貸 方 法 售 貸 .
信 貸 管 理 的 質 素 及 效 主 要 依 靠 主 管 人 員 的 能 力 , 這
個 責 任 通 常 都 是 由 信 貸 經 過 承 擔 , 尤 其 在 決 策 方 面 , 信 貸
經 理 要 決 定 信 貸 物 件 , 河 斷 風 險 及 其 可 以 接 受 的 程 度 , 他
不 但 要 改 進 可 以 接 受 信 貸 的 質 數 , 同 時 又 紅 □ 量 降 低 損 失
的 可 能 性 及 利 潤 增 加 . 從 而 還 第 一 個 良 好 的 信 貸 管 理 系
7統 及 對 管 理 的 信 心 基 礎 . 在 基 本 決 策 上 , 尤 其 是 有 關 新 客
戶 要 求 信 貸 , 香 港 人 口 商 行 一 般 都 是 由 他 們 的 高 級 行 政 人
員 ( 如 總 經 理 ) 作 主 , 至 於 一 般 性 都 是 由 他 們 的 高 級 行 政 人
員 ( 如 總 經 理 ) 作 主 , 至 於 一 般 性 的 決 策 , 則 由 其 他 行 政 人 員
( 如 營 業 經 理 或 會 計 主 任 ) 作 主 . 多 數 的 入 口 商 行 都 沒 有 信 貸
主 任 的 職 位 , 至 於 信 貸 業 務 則 是 附 屬 於 營 業 門 , 會 計 部
門 或 市 場 部 門 , 現 代 信 貸 管 理 主 張 信 貸 部 門 應 當 獨 立 , 以
避 免 營 業 部 門 只 顧 為 了 增 加 銷 售 而 濫 用 信 貸 , 理 想 的 商 業
機 構 組 織 應 該 把 信 貸 部 門 一 部 份 , 同 時 保 持 與 營 業 部 門
及 會 計 部 門 的 密 切 聯 系 .
8信 貸 調 查 對 完 善 的 信 貸 管 理 是 非 常 重 要 的 , 信 貸 的 風
險 大 小 可 以 說 完 全 著 調 查 工 作 的 好 壞 而 定 . 好 的 調 查 工 作
能 提 供 正 確 的 資 料 作 為 信 貸 決 策 的 根 據 . 不 論 是 舊 客 戶 或
新 客 戶 . 調 查 工 作 必 須 同 樣 的 徹 底 , 很 多 信 貸 經 理 經 常 忽
略 對 舊 客 戶 作 經 常 的 調 查 , 事 實 上 , 以 前 表 現 很 好 的 舊 寢
戶 現 在 可 能 已 經 陷 入 資 金 的 困 境 , 而 以 前 表 現 差 的 舊 客 戶
現 在 可 能 在 財 政 上 已 有 改 進 . , 一 個 能 幹 的 信 貸 經 理 必 須
需 把 握 時 機 作 深 入 的 調 查 , 務 求 把 調 查 工 矩 做 得 更 撤 底 ,
以 求 得 所 需 的 資 料 .
香 港 入 口 商 行 在 信 貸 調 查 方 面 所 做 的 工 作 並 不 撤 底 .
他 们 所 获 得 的 资 料 是 以 作 为 正 确 信 贷 决 定 的 根 据 。 造 成
这 种 现 象 ， 主 要 是 入 口 商 行 对 信 贷 管 理 的 重 要 性 缺 乏 更 深
的 认 识 。 除 此 者 外 ， 香 港 缺 乏 信 贷 调 查 机 器 的 服 务 也 是 原
因 之 一 。 更 重 要 的 是 香 港 一 般 入 口 商 行 都 不 向 他 们 的 客 户
要 求 会 计 报 告 作 为 参 考 。 另 一 个 方 面 ， 香 港 一 般 商 人 ， 尤 其
是 中 国 商 人 ， 都 不 愿 意 提 供 他 们 的 公 司 会 计 报 告 给 别 人 作
为 信 贷 的 参 考 。 在 入 口 商 行 来 说 ， 他 们 也 了 解 到 向 客 户 要
求 会 计 报 告 的 困 难 ， 实 际 上 入 口 商 行 也 没 有 向 他 们 的 客 户
提 出 要 求 ， 他 们 认 为 如 果 坚 持 要 求 会 计 报 告 ， 便 会 把 客 户
吓 跑 。 基 于 上 还 原 因 ， 香 港 入 口 商 行 只 好 派 人 亲 自 访 问 客
香 港 中 文 大 学 岭 南 工 商 管 理 研 究 所 论 文 纸
户 及 到 香 港 政 府 公 司 注 册 处 及 商 业 登 记 处 ， 收 集 有 关 客 户
的 资 料 ， 诸 如 股 东 的 姓 名 、 经 管 业 务 的 范 围 及 投 入 资 金 等
。 至 于 有 关 客 户 的 一 般 信 誉 问 题 ， 入 口 商 行 通 常 都 要 求 银
行 提 供 资 料 。 不 过 银 行 所 提 供 的 资 料 通 常 都 是 模 棱 两 可 及
含 糊 不 清 ， 非 专 门 的 人 员 不 能 了 解 银 行 用 语 的 真 义 。 总 括
来 说 ， 香 港 入 口 商 行 的 信 贷 调 查 工 作 不 足 以 提 供 足 够 的 资
料 作 为 信 贷 决 策 的 根 据 。
ixndai
香 港 入 口 商 行 一 般 都 没 有 明 文 的 策 略 。 一 般 来 说 ， 香 港 入
口 商 行 对 于 信 贷 的 条 件 比 较 严 格 ， 而 对 于 收 账 的 执 行 则 比
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較 寬 客 , 這 都 是 由 於 信 貸 調 查 工 作 的 不 是 所 造 之 , 因 此 .
這 些 入 口 商 在 信 貸 方 面 都 要 求 客 戶 提 供 擔 保
, 個 人 或 公 司 擔 保 及 期 票 等 , 以 期 減 低 風 險 , 信 貸 的 日 期
也 視 個 別 客 戶 及 各 行 業 而 有 所 不 同 . 一 般 來 說 , 收 脹 期 都
比 信 貸 日 期 長 . 香 港 入 口 商 麵 採 取 法 律 行 動 對 付 該 客 \
戶 . 因 此 , 很 多 入 口 商 的 遇 期 脹 高 達 每 年 銷 售 額 的 四
成 , , 造 成 大 量 資 產 都 給 這 些 過 期 脹 項 壓 住 而 不 能 動 用
. 壞 脹 捐 失 時 高 達 每 年 銷 售 額 的 百 分 之 七 , 平 均 也 有 百
12
分 之 一 .
綜 合 以 上 研 究 的 結 果 , 香 港 人 化 入 口 商 行 要 改 善 其 信 貸 管
理 必 須 作 到 以 下 幾 點 :
( 一 ) 改 變 其 對 信 貸 管 理 的 態 度 : 香 港 入 口 商 行 的 行 政 人
員 很 多 仍 舊 受 中 國 文 化 的 影 響 而 採 取 保 守 的 態 度 , 對 現 代
的 信 貸 管 理 觀 念 及 技 術 仍 未 能 接 受 .
( 二 ) 作 更 透 徹 的 信 貸 調 查 工 作 : 香 港 入 口 商 行 一 般 都 依
靠 他 們 的 營 業 員 去 搜 集 資 料 . 但 是 營 業 員 由 於 他 們 本 身 的
工 作 方 針 及 目 的 有 所 不 同 , 同 時 他 們 又 沒 有 受 過 信 貸 管 理
的 訓 練 , 所 搜 集 的 資 料 一 定 會 有 偏 差 , 不 足 以 作 為 決 策 的
13
根 據 .
( 三 ) 利 用 客 戶 的 會 計 報 告 ; 參 考 會 計 報 告 是 既 經 濟 又 可
靠 的 方 法 , 香 港 入 口 商 行 應 該 盡 量 說 服 他 們 的 嗥 戶 提 供 會
計 報 告 作 為 信 貸 的 參 考 /
( 四 ) 盡 量 利 用 調 查 服 務 公 司 ; 只 有 那 些 專 門 從 事 這 些 調
查 工 作 的 職 業 性 人 士 才 提 供 可 靠 的 資 料 .
( 五 ) 訓 練 執 行 信 貸 工 作 的 行 政 人 員 : 完 善 的 信 貸 管 理 需
要 具 備 高 度 職 業 性 訓 練 的 行 政 人 員 去 執 行 , 在 今 天 講 求 高
度 管 理 技 術 的 工 商 業 社 會 裡 , 只 有 經 過 嚴 格 訓 練 的 信 貸 人
員 才 能 把 握 信 貸 管 理 的 技 術 及 知 識 , 才 能 做 好 信 貸 管 理 的
1工 作 .


